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KEY ECONOMIC INDICATORS 


(In millions ot U.S. dollars and period averages unless otherwise noted. ) 
I TEM 1986 1987 1988 (P) 


TEU EEE IEEyEIEEES EN EENE SS ESSE ESSE SEE 


DOMESTIC ECONOMY 

Population (thousands) 31,013 31,470 31,933 

Population growth (%) iS 1.5 iS 

GDP in current dollars (millions) 70,100 74,300 78,000 

Per capita GDP, current dollars 2,260 2, 360 2,443 

GDP at constant 1970 prices, % change >. | 

Consumer Price Index, annual % change(Dec.) 81.9 477.0 

PRODUCTION AND EMPLOYMENT 

Labor Force (thousands) 11,618 11,786 

Avg. Unemployment Rate (October %) 

Avg. Underemployment Rate (October %) 

Industrial Production (% change) 

Combined deficit as % of GDP 1/ 

BALANCE OF PAYMENTS 

Exports, Total (FOB) 

Imports, Total (CIF) 

Trade Balance 

Current Account Balance 

Foreign Direct Investment (gross) 2/ 

Foreign Debt, Public & Private (year end) 

Interest Paid 

Interest Accrued 

Interest Accrued as % of exports 

Foreign Exchange Reserves, Gross (year end) 

Average Exchange Rate, Australes/US$ 0.9442 2.3116 

FOREIGN INVESTMENT 

Book value at year end 8, 300 8,800 

U.S. (book value at year end) 2,986 3,100 

U.S. share (%) 36.0 35.0 

U.S./ARGENTINA TRADE 

U.S. Exports to Argentina (fob) 943 1,089 

U.S. Imports from Argentina (cif) 938 1,176 

Trade Balance 5 -87 
U.S. Share of Argentine exports (%) 3/ 9.9 14.1 
U.S. Share of Argentine imports (%) 3/ | 16.2 ‘ 

Principal U.S. exports (1987): organic chemicals & products; parts for 

office machs & ADP mach; ADP machinery & auxiliary equipment; syn. 

resins, rubber & plastic materials; bituminous coal; parts of road 

vehicles & tractors; medicinals & pharmaceuticals. 

Principal U.S. imports (1987): petroleum products; leather & 

manufactures; meat preparations; organic chemicals and related products; 

aluminum & aluminum alloys; fruits & nuts; fish, fresh, chilled or 

frozen; iron & steel plates, sheets and pipes; sugar. 


(P) As Projected by Embassy 

1/ Combined deficit: nonfinancial public sector plus the operating loss 
of the Central Bank. 

2/ Includes debt-to-equity conversions. 

3/ These percentages were calculated using Argentine official data for 
both total exports and imports and trade with the United States. U.S. 
bilateral trade reported in the table is official U.S. Government data. 
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SUMMARY 


Argentine economic growth slowed to 1.6 percent in 1987, down 
from the 5.4 percent registered in 1986. Domestic demand 
remained low. Credit conditions continued tight. Inflation 
turned sharply upward as a result of the widening public sector 
deficit. Balance-of-payments results were the poorest in 6 


years. The current account deficit of $4.3 billion was a 
near-record. 


The widening public sector deficit and the doubling of annual 
inflation to 177 percent dominated the economic landscape in 
1987 and into 1988. The government twice imposed wage/price 
freezes in 1987. In both cases, inflation slowed only to turn 
upward once the freeze was lifted. In October 1987, the 
government announced a major fiscal adjustment program 
involving significant increases in taxes, passed by Congress in 
January 1988. The government also made a credible effort to 
improve the finances of the loss-ridden state enterprises 
through substantial hikes in public sector tariffs in the early 
months of 1988. Structural reforms continue, but 
implementation of announced measures has been slow. The 
government's announced intention to allow private firms 
Minority stakes in several state companies could create new 


business opportunities for the private (domestic and foreign) 
sector. 


The poor fiscal and balance-of-payments results led the 
government to renegotiate twice its January 1987 $1.35 billion 
stand-by program with the International Monetary Fund. Through 
March 1988, commercial banks had provided $1.8 billion of a 
commitment of $1.95 billion in new financing due under the 
April 1987 rescheduling agreement. Official creditors have 
rescheduled Argentine debts due through mid-1988; many, 
including the U.S. Export-Import Bank, have resumed 
export-financiny. The World Bank is implementing a number of 
Major structural adjustment loans, focusing on the trade and 
agricultural sectors and the financial system, as part of its 
$2 billion commitment to Argentina in 1987-88. 


Prospects are for comparable, low economic growth in 1988. The 
government is counting on its fiscal adjustment measures to 
brake, and eventually reduce, inflation over the course of the 
year. The agricultural sector could be a bright spot given 
higher commodity prices and a rebound from 2 years of poor, 
flood-plagued harvests. As a result, exports and the current 
account deficit should improve. But Argentina faces a 
substantial balance-of-payments financing gap at present and 
must negotiate new loans from the IMF, commercial banks, and 
creditor governments in the second half of the year. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


The Austral Plan: In June 1985, faced with a declining economy 
and monthly price inflation above 30 percent, the Alfonsin 
Government embarked on an innovative economic adjustment 
program called the Austral Plan. The program reduced inflation 
dramatically, incorporated orthodox monetary and fiscal 
features, as well as a freeze of wages, prices, and the 
exchange rate and provided for de-indexation of.contracts. 

With confidence increased, the public again became willing to 
hold domestic currency. Bank deposits doubled in real terms by 
January 1986. 


Nevertheless, after 3 years, the Austral Plan has lost its 
force. The government failed to curb expenditures 
significantly. Any reductions in the deficit came mostly from 
transitory increases in revenues. Public sector financing 
needs continue to draw scarce resources away from the private 
sector, leaving the economy short of investment funds. 
Monetization of the economy has declined since early 1987 in 
the face of rising inflation. In response, the government 
announced a major economic adjustment program in October 1987, 
incorporating new revenue measures, liberalization of foreign 
exchange and financial markets, and further efforts at 
structural reform. The government is counting on the program 
to moderate inflation during 1988. 


Economic Growth: The Argentine economy may grow roughly 1-2 
percent in 1988, in line with the level achieved in 1987 but 
notably below the 5.4 percent registered in 1986. The economy 
moved into recession in the fourth quarter of 1987 as a result 
of tightening credit conditions and a continued decline in 
consumer purchasing power due to lower real wages. Prospects 
for 1988 are mixed. The agricultural sector should rebound 
smartly. Industrial activity remains in the doldrums, although 
there were some tentative signs of improvement toward the end 
of the first quarter. A return to broadly based growth later 
in the year will depend on the government's ability to restrain 
inflationary pressures and promote investor confidence. 


Certain trends evident in 1987 should carry over into 1988. 
Manufacturing output will continue to grow slowly, in line with 
the broader economy. Consumption levels should remain 
depressed in the face of high inflation and the recent 
imposition of burdensome new taxes. Construction may still 
increase, although less robustly if the government delivers on 
its promises to slow or halt major infrastructure projects. 
Investment figures could continue to improve, although more 





Span 


slowly than in the recent past. The government will continue 
to seek to improve trade performance through export promotion 
programs and maintaining a competitive exchange rate. Success 
would improve growth prospects accordingly. 


Monetary and Exchange Rate Policies and Inflation: In calendar 
year 1988, consumer price inflation may approach 300 percent, 
or almost double the 1987 mark. Wholesale prices should rise 
accordingly. The government has taken steps to dismantle most 
price controls, with the notable exception of the 
pharmaceutical industry. The government has asserted its 
intention to rely on existing fiscal measures and promised 
initiatives promoting deregulation and privatization to curb 
inflationary pressures and expectations over the course of the 
year. The government's announced goal is to reduce inflation 
to the range of 4 percent per month by December. 


The government has committed itself to maintaining a 
competitive exchange rate for the austral. Since April 1986, a 
series of periodic mini-devaluations was broken only when the 
government decreed large devaluations and froze the exchange 
rate as part of general wage/price freezes. Still, with 
inflation on the rise, there has been a substantial gap -- 


averaging 20-30 percent -- between the official and informal, 
parallel market exchange rates. In October 1987, the 
government liberalized foreign exchange markets by establishing 
a two-tiered system with a fixed official rate for trade and 
public sector financial transactions and a free market rate for 
other transactions. The government has been successful in 
reducing the exchange rate gap for short periods to below 20 
percent at times of tight credit and improved confidence. 
However, the gap has widened to 40 percent or more at times of 
uncertainty and unexpected liquidity on local financial markets. 


The government has moved tentatively toward a more 
market-oriented banking system over the last 2 years. It has 
reduced very high reserve requirements and in October 1986 
altered "quasi-reserve" requirements and gave banks more 
freedom to take deposits and to make loans. The goverment took 
a Major step forward in October 1987 when it abolished the 
regulated financial market. Financial markets are now free 
with interest rates a function of supply and demand for 

credit. Still, reserve requirements remain very high and have 
been increased temporarily to absorb excess liquidity in line 
with the government's desire to maintain tight credit. In such 
circumstances, these requirements represent a real constraint 
on bank lending. 
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Budget: The Austral Plan called for a INMajor reduction in the 
public sector deficit. the 1986 budget reduced the deficit to 
3.9 percent of GDP. In 1987, the deficit reached 7.2 percent 
of GDP, or almost three times the government's original 
projection. Public expenditures inched upward while revenues 
suffered from tax evasion and were eroded by increasing 
inflation. Substantially reduced export taxes under the terms 
of a World Bank structural adjustment loan lowered revenues 
still further. The government's budget for 1988, in the final 
stages of preparation, is likely to call for a deficit in the 
range of 3.6 - 4 percent of GDP, with most of the improvement 
due to the new tax package passed by Congress in early January 
and sharply higher public tariffs. 


Structural Adjustment: The government's efforts to make the 
public sector more efficient and productive continue. In early 
1988, the government announced a new austerity plan for 
state-owned enterprises which requires state enterprises to 
submit their balance sheets to monthly review by DEP 
(Directorate for State Enterprises) officials. Among other 
measures, the austerity plan eliminates travel by state 
enterprise officials (unless specifically authorized) and 
requires a full accounting for unused property. 


In February 1988, the government signed a letter of intent with 
Scandanavian Airlines Systems (SAS) for the sale of up to 40 
percent of the shares of Aerolineas Argentinas (the state-owned 
airline). Details of the sale are still being finalized and 
the sale requires the approval of the Argentine Congress. In 
March 1988, the Argentina Government signed a letter of intent 
with Spain to sell shares in ENTEL (the state-owned telephone 
company) to Telefonica. Details of the proposed sale have yet 
to be revealed. The government is also working on plans to 
privatize portions of the state-owned shipping line and the 
state-owned railroad. No concrete plans have yet been 
announced in these areas. 


Plans to privatize several firms in the petrochemical sector 
are moving slowly, although the government remains committed to 
sell government-owned interests in seven petrochemical plants. 
The sale of Austral Airlines to a private company was effected 
in early December. The government announced plans to privatize 
parts of the communications network such as the public 
telephone system in Buenos Aires and a financial network. A 
new cellular telephone system will also be awarded to the 
private sector in the near future. 
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Balance of Payments: Argentina's balance of payments continued 
to deteriorate in 1987. The current account deficit is likely 
to exceed $3.6 billion, up sharply from the $2.6 billion 
recorded in 1986. The trade surplus slumped to about $500 
Million. The value of agricultural exports continued to 
decline, given lower world prices and some reduction in 

volume. Imports continued to rise as a result of the economic 
rebound and the need to import crude oil for the first time in 
years. International interest rates turned upward and 
contributed to the increase in the current account deficit. 


Prospects are for limited improvement in the balance of 
payments in 1988, even if international interest rates rise 
modestly. Agricultural exports should rebound after 2 years of 
decline. Industrial exports enjoy continued growth prospects. 
The trade surplus should increase despite higher imports. 

There are uncertainties, however. Interest rates could move 
higher as a result of adverse developments in industrialized 
countries. Government plans to liberalize import regimes could 
lead to greater than expected import growth. Prospects for a 
rebound in the domestic oil industry are not assured; oil 
imports may be necessary for the second year in a row. 


International Finance: In January 1987, Argentina reached 
agreement with the International Monetary Fund on a $1.35 
billion stand-by program and a $480 million Compensatory 
Financing Facility (CFF) to help offset lower earnings from 
agricultural exports. The government negotiated in April 1987 
a long-term rescheduling of its commercial bank debt and a new 
money package of $1.95 billion. The government also concluded 
a rescheduling agreement with official creditors in May 1987. 
Many official export credit agencies resumed coverage, 
including the U.S. Export-Import Bank. The World Bank 
announced its commitment to a 2-year $2 billion loan program 
for Argentina, keyed to a series of major sectoral adjustment 
loans designed to help rationalize the economy, beginning with 
the agricultural and trade sectors. 


As a result of its failure to achieve full compliance with its 
IMF program criteria, Argentina sought to renegotiate the 
stand-by ayreement in June 1987. The IMF agreed to do so and 
raised the CFF facility to $680 million. But, problems again 
developed by October, leading Argentina to renegotiate the 
stand-by agreement a second time. On two occasions, February 
and October, major creditor governments extended short-term 
bridge financing to Argentina to help the government meet 
financing needs at times when it was seeking to implement 
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economic adjustment programs in response to surging inflation. 
As a result of the difficulties with Argentina's compliance 
with its stand-by program, some disbursements under the 
commercial bank new money package will likely be delayed. 

World Bank disbursements remain on schedule and should continue 
to do so in 1988. 


Agriculture: In contrast to much of the rest of the Argentine 
economy, the agricultural sector has performed well so far in 
1988. Reasonably good weather and larger plantings of oilseeds 
have resulted in a significant recovery in production of major 
crops wth soybeans making the biggest gain. Even so, crop 
output lags the record levels reached in 1984/85. Stronger 
world commodity markets are bolstering farmers‘ returns and 
export earnings. While still early in the year, current 
expectations point to agricultural export earnings in the 
neighborhood of $5 billion for 1988, up sharply from the $4.3 
billion in 1987, but well below the $6.4 billion in 1984. 


In terms of the 1988/89 crops, present indications suggest 
larger plantings for soybeans, sunflower seeds, and wheat. 
These increases are likely to more than offset expected smaller 
seedings of sorghuin and corn. 


Nonetheless, all is not well on Argentina's farms. After 
falling to record lows in 1985, cattle prices recovered through 
1986 and mid-1987. However, live-weight steer prices, which 
averaged about $0.80 per kilo in mid-1987, dropped to $0.50 per 
kilo in May 1988. These low prices stem from weakening 
domestic consumer demand in this increasingly inflationary 
economy and Argentina's inability to compete against EC beef 
subsidies in export markets. The low prices discourage 
rebuilding of Argentina's cattle herd (current inventory is 
about 50 million head, down 10 million from a decade ago). 
Moreover, depressed cattle prices and rising grain prices are 
squeezing competitive sources of animal protein, mainly 
broilers and pork, which even under good economic conditions 
have difficulty in competing against Argentina's grass fed beef. 


Organized Labor: Organized labor is a powerful force with over 
three million members in industry and services. It is 
experienced in bargaining with management and in lobbying the 
government. Labor has long-standing links to Peronism, the 
major opposition political force. 


Free collective bargaining was restored in January 1988 after 
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over a decade of interruption due to the intervention of the 
former military government. It is expected that the first new 
comprehensive collective bargaining contracts will be 
negotiated by about mid-1988. In the meantime, the system 
serves for setting wages, an exercise which occurs periodically 
to adjust salaries to the rising cost of living. 


Organized labor considers the government's economic policies to 
be excessively recessive. To push for change, the General 
Confederation of Labor has mounted a dozen general strikes, 
usually of 1 day's duration each, over the last 4 years. 


IMPLICATIONS FOR THE UNITED STATES 


Import Performance: In 1987, Argentine imports were up 
22 percent over 1986 at an estimated $5.8 billion. The 
Market share was 16.2 percent. 


Imports by Major Categories (millions of dollars, CIF): 
1985 1986 1987 (Est.) 

Capital Goods 599 554 930 
Raw Materials and 

Intermediate Goods 2,790 2,936 3,114 
Spare Parts 521 530 786 
Fuels and Lubricants 454 418 658 
Consumption Goods 133 250 295 
Other EE 3 2 
Total 3,814 4,724 5,785 


Import Controls: The present import control system requires 
prior approval from the Secretariat of Industry and Foreign 
Trade for all imports above $1,0UU. There are two import 
lists: the prior consultation category (includes luxuries and 
most goods produced in Aryentina) -- requests for these imports 
are discussed with local trade organizations and may not be 
granted if locally produced goods are available; and, the 
automatic permit list for which import permits are granted in 
the quantity and value desired. In 1986 and 1987, some 
products (mostly capital goods) were moved to the automatic 
permit list, and in 1988 petrochemical and iron/steel products 
were also shifted. In March 1987, the government reduced 
tariffs on capital good imports not produced domestically to 
zero through 1989. Tariffs on all machinery destined for the 
textile industry have been reduced to zero for 2 years from 
March 1987 as well. Currently, Argentina requires delayed 
payment of 180 days for all imports. Depending on the value of 
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the shipment, terms for capital goods are on a sliding scale 
from 180 days to 5 years. Interest can be charged for such 
financing. 


The Argentine Government has embarked on industry sectoral 
programs (informatics, telecommunications) to encourage local 
industry. The very high import duties which are usually an 
element of such programs may reduce imports of these 

industries' products in the future. However, development of 
these industries also opens the possibility of increased sales 
of components and capital equipment for the local manufacturers. 


In addition to the published duty rates, all imports are 
subject to the following additional charges: 


A. Temporary import duty of 15 percent. 

B. Value-added tax of 18 percent of landed costs; 

C. Statistical tax of 3 percent of landed costs; 

D. A 0.5 percent fee for the export promotion fund; 

E. A consular fee of 2 percent of the declared value (all 
commercial invoices require Argentine consular certification); 


F. A fee equivalent to 12 percent of freight charges destined 
for the merchant marine. 


Best Prospects: U.S. exporters will succeed if they offer 
competitively priced products which will lower costs, increase 
efficiency, and improve product quality. The best prospects by 
general category are: 


1. Oil and gas field equipment 

2. Electronic components 

3. Computers and peripherals 

4. Telecommunications equipment 
- Food processing and packaging 
- Medical and scientific equipment 
- Metalworking machinery 


Requests for further details and information on import 
regulations can be made to: Argentina Desk Officer, 
International Trade Administration, Room H-3021, U.S. 

Department of Commerce, Washington, DC 20230; tel: 202-377-1548. 


Tourism: More Argentines travel abroad than foreigners travel 
to Argentina. For 1986, tourism brought an estimated $564 
million to Argentina, while Argentines traveling abroad spent 
an estimated $889 million. While Argentine officials talk 
about enhancing the tourist industry infrastructure in the 
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country, there has been little concrete action to date. In 
July 1987, the government signed a contract with the 
French-based Club Mediterranee to purchase and renovate a large 
hotel in the Andean resort of Bariloche. The project is 
expected to be completed in 1992. Several other major 
international hotel chains are exploring possibilities in 
various parts of the country. 


Major Projects: Most inajor projects have some financing from 
foreign sources. Under construction are three large 
hydroelectric projects: Yacyreta--2,400 MW (with Eximbank, 
Inter-American Development Bank--IDB, and World Bank 
financing); Piedra del Aguila--1,400 MW ($400 million from the 
IDB), and Uruguay-I--160MW ($80 million from the IDB). Other 
major projects under way include: water treatment facilities, 
refinery upgrading, highway maintenance, port reconstruction, 
expansion and improvement of Buenos Aires power transmission 
and distribution, expansion and improvement of the Buenos Aires 
telephone system, petrochemical development, natural gas 
production and transportation, petroleum development, and 
selected industrial development. Further information can be 
obtained from: Office of International Major Projects (OIMP), 
International Trade Administration, Room H-693U, U.S. 
Department of Commerce, Washington, D.C. 20230; tel: 
202-377-4643. 


Investment Climate: Argentine laws on foreign direct 
investment are among the most open and liberal in the region. 
In general, foreign investors enjoy all the rights and may take 
advantage of incentives as national investors. Still, the high 
degree of government regulation, policy uncertainty and other 
disincentives that apply to local investors have combined with 
restrictions on remittances of profits -- liberalized only in 
October 1987 -- to keep foreign investment relatively stagnant. 


In a major departure from previous policy on foreign investment 
in petroleum, during 1985 President Alfonsin invited foreign 
investors to participate in exploration contracts for high risk 
areas (the Houston Plan) previously reserved to the national 
oil company. The revised model contract to make contractural 
terms more palatable for foreign bidders made the third round 
of the Houston Plan (launched in May 1987) more attractive than 
earlier rounds. In March 1988, the Argentine Government 
announced plans to launch the Petroplan which would open 
Marginal areas currently operated by the national petroleum 
company to private (both foreign and domestic) companies. The 
Petroplan will require substantial investment by private 
companies in the marginal areas in return for which the 
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companies will receive free disposition of the crude produced. 
The tirst tender for these areas is expected to be announced in 
mid-1988. 


In 1987, the U.S. and Argentine Governments agreed to reopen 
Overseas Private Investment Corporation (OPIC) activities in 
Argentina. OPIC is currently looking at prospective projects. 


U.S. Trade Promotion Events: During the second half of 1988, 
the U.S. Embassy will organize the following trade events in 
Argentina: 


Date Event 


June Safety and Security Video/Catalog Exhibit 

July Matchmaker ‘88: Agribusiness, Food Processing 
and Fishing 

July/August Rural '87: U.S. Pavilion at the "Rural" 
Industrial and Agricultural Trade Fair 

August Medical Supplies Catalog Show 

September The American Experience: Tourism Trade Mission 

September State of Florida Tourism Division Trade Mission 

November Telecommunication '88: Seminar/Exhibition 


Additional information on these events can be obtained from the 
Commercial Section of the U.S. Embassy in Buenos Aires or from 
the Department of Commerce in Washington, DC. 


Conclusion: U.S. exporters should assess the Argentine market 
on a long-term basis. If structural reforms are successful in 
permitting Argentina to realize its potential, firms will want 
to consider improving their positions during the early stages 
of the recovery to be able to take advantage of future 
Sustained growth. The fall in the value of the dollar 
vis-a-vis the currencies of some other major trading countries 
should improve the competitiveness of U.S. goods and services 
in Argentina. U.S. exporters should be prepared to work 
through local ayents, distributors, and representatives, or 
through joint ventures with as much local participation as 
possible both in services and equipment projects. With 
appropriate financing, competitive prices, and good local 


representation, U.S. exporters can increase their share of this 
important market. 
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